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Introduction
Trade liberalization and economic integration diminishes trade barriers. Diminished trade barriers then affect industry location, particularly in less-developed countries. As described here, regional agreements in North America and Europe have caused frontier regions to expand. These regions, which include border regions and port cities, have advantages over internal regions in terms of access to foreign markets. Since trade liberalization induces many firms in developing countries to participate in production networks and to specialize in labor-intensive activities, such as assembling and processing of foreign-made components, their inputs as well as final products need to be carried across borders. Therefore, the optimal industry location that minimizes transportation costs is likely to shift to frontier regions.
In East Asia, China has developed rapidly since it opened up to international trade. In particular, a large amount of foreign direct investment (FDI) has been attracted and industry agglomerations have been formed in coastal regions, which have advantage over internal regions in access to the global market. Similarly, Cambodia, Laos, Myanmar, and Vietnam (CLMV) have joined the ASEAN Free Trade Area (AFTA) and/or the WTO and have made efforts to liberalize trade since the 1990s. Moreover, transportation infrastructuressuch as the East-West Economic Corridor, the Southern Economic Corridor, and the North-South Economic Corridor-have been built and have significantly narrowed economic distances in the Greater Mekong Subregion (GMS). As a result, regional economic integration continues to move forward, and frontier regions are likely to increase their location advantages and attract labor-intensive operations from neighboring East Asian countries. It is expected that trade liberalization and economic integration in East Asia will, as they did in North America and Europe, significantly affect the internal geography in CLMV.
In this chapter, I first review theories relevant to economic integration and industry location within a country. Particular emphasis is placed on theories of new economic geography (NEG): namely, spatial dispersion models, spatial concentration models, and various eclectic views. Second, empirical results for North America and Europe are surveyed, since these regions have preceded East Asia in economic integration and a substantial number of studies have been conducted in them. It is expected that similar phenomena are to be observed in East Asia, although, as pointed out by the eclectic view, it is very important to consider significant differences in initial conditions. In particular, it is notable that less-developed Southeast Asian economies such as CLMV have considerably weaker industry bases and less efficient infrastructure and institutions than their North American and European counterparts, that is, Mexico and Central and Eastern European countries (CEECs). Similarly, idiosyncratic factors relevant to the geography of the respective countries may significantly affect the location of an industry. The chapter concludes with a discussion of the initial conditions and geographic characteristics of CLMV, so that idiosyncratic factors relevant to CLMV are examined carefully before we move on to the subsequent chapters.
A review of relevant theories
There are two contrasting views regarding the impact of economic integration-spatial dispersion and spatial concentration. Some economists, notably Krugman and Elizondo (1996) , emphasize that declining international trade and transportation costs strengthen trade linkages with other countries and weaken the agglomeration forces within an economy. They thus conclude that economic integration tends to disperse industry activities away from the
